
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



THE GOVERNMENT AND THE NEWS- 
PRINT PAPER MANUFACTURERS 

SUMMARY 

I Introduction: review of 1916-17, 313 —II The events of 1918- 
19, 314 — Federal Trade Commission's award, 315. — Commission's 
supplemental award, approved by Circuit Court, 316 — III Char- 
acter of evidence, 317 — IV. Cost of manufacture, 318. — V. Invest- 
ment, 322. — VI. Rate of profit on investment, 325 — VII. Results 
of Price Fixing, 326. — Difference in the awards of the Commission 
and Circuit Judges, 327. — Victory for Manufacturers, 328 — Con- 
clusion, 328. 

I. Review op 1916-17 

In a previous number of the Quarterly Journal of 
Economics (vol. xxxii, February, 1918) a review was 
presented of the government's relations with the news- 
print paper manufacturers during the years 1916 and 
1917. The present article continues the story of these 
relations through the years 1918 and 1919. In the 
former article it was shown that the rising prices of news- 
print paper in 1916 led to an investigation of the causes 
by the Federal Trade Commission and the institution 
of proceedings by the Department of Justice which re- 
sulted in the indictment of seven of the leading manu- 
facturers under the criminal provisions of the Sherman 
Law. It was also shown that when the case came to 
trial in November, 1917 a settlement was reached, ac- 
cording to which several of the individual defendants 
entered a plea of nolo contendere, were fined nominal 
amounts, and signed an agreement with the Attorney 
General, acting as trustee for the publishers of the 
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United States, which authorized the Federal Trade 
Commission to fix their maximum prices and terms of 
sale for the duration of the war and three months there- 
after. The findings of the Commission were subject to 
review by the United States Circuit Judges for the 
Second Circuit upon the request of either party to the 
agreement. Provision was also made in the agreement 
for the readjustment of prices upon application to the 
Commission by either party. 

It should be noted that in this case the Federal Trade 
Commissioners acted as arbitrators and the Circuit 
Court Judges as reviewing arbitrators by consent and 
not under any powers granted them by law. The 
proceeding was wholly without precedent, being an 
emergency measure intended to bridge over a difficult 
situation during the war. 

On account of the provision for a judicial review of 
their findings, it was necessary for the Commissioners 
to proceed formally to take testimony by the examina- 
tion and cross-examination of witnesses according to the 
existing rules of evidence. This consumed a great deal 
of time and resulted in a voluminous record. A large 
number of witnesses were produced by the manufac- 
turers and publishers and the Commission also found it 
necessary to call and examine various witnesses of its 
own, especially the accountants and agents who ob- 
tained the costs of the manufacturers. 



II. Events of 1918-19 

The hearings proper began on January 7, 1918 and 
after several lapses were concluded on June 5, by oral 
argument of counsel. The Commission announced its 
award on June 18, fixing the maximum base price of 
$3.10 per hundred pounds or $62.00 per ton for standard 
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roll news in car lots f. o. b. mill, effective as of April 1, 
1918, with differentials for sheet news and less than car- 
lot shipments. The manufacturers then petitioned the 
Circuit Judges for a review of this award and also filed 
an application with the Commission for a readjustment 
of the base price for the months of May, June, and July. 
The Circuit Judges heard the arguments of counsel on 
August 14 and 15, and announced their findings on 
September 25, increasing the base price of $3.10 fixed 
by the Commission, to $3.50 per hundred pounds or 
$70.00 per ton. The Commission, on July 29 and 
30, heard the evidence of the manufacturers regarding 
the increases in labor, freight, and wood costs since 
April 1. On October 18, shortly after the announce- 
ment of the Court's findings as to the base price, the 
Commission issued a supplementary award. The 
April price of $3.50 fixed by the Court was increased to 
$3.63i per hundred pounds or $72.65 a ton, for the 
months of May and June so as to cover increases in 
wages granted by the National War Labor Board. For 
July and subsequent months the price was increased to 
$3.75i per hundred pounds or $75.00 a ton to cover 
increases in freight rates ordered by the United States 
Railroad Administration, effective June 25. No ad- 
vance in price was allowed for alleged increases in wood 
costs, since it appeared from the award of the Circuit 
Judges that this matter had been taken into con- 
sideration in fixing the base price. 

Information subsequently developed by similar pro- 
ceedings in Canada led the publishers to believe that 
these increases granted by the Commission, based upon 
evidence of what they would amount to per ton of paper 
for two companies, were not justified by the actual 
costs of manufacture of all the companies parties to the 
agreement. Therefore in December, 1918, they filed 
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petitions with the Attorney General and the Commis- 
sion requesting a reopening of the case and a review of 
the whole proceeding back to April 1, 1918. The At- 
torney General, acting as trustee for the publishers, 
under date of January 21, 1919 requested the Commis- 
sion to make an investigation and determination of new 
prices and terms of sale beginning with August 1, 1918. 
He did not request a reopening of the case prior to this 
date. 

Two hearings were held on the application of the 
Attorney General and that of the publishers. After the 
first hearing the Commission decided that it could not 
go back of August 1, 1918 and do over what it had al- 
ready done. And after the second hearing the Com- 
mission declined to reopen the case even beginning 
with August 1, on the ground that its finances would 
not permit the expenditure of the funds necessary to 
obtain the costs of manufacture. Subsequently the 
Attorney General petitioned the Circuit Judges to re- 
view the Commission's supplementary award, a step 
which logically should have preceded a new proceeding 
by the Commission. The Judges heard counsel for the 
publishers and manufacturers on October 6, 1919, and 
on November 3 announced their decision, unanimously 
approving the supplementary award. This probably 
ends the case as far as the government is concerned, for 
the agreement expires three months after peace is pro- 
claimed. In most cases the publishers, in making con- 
tracts with signatory manufacturers for the year 1920, 
have waived their rights under the agreement, making 
unnecessary any further determination of prices. 
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III. Character op Evidence 

The testimony taken by the Commission in these 
proceedings covered a wide range of subjects and con- 
tained a mass of valuable information on the newsprint 
industry. 

Among the witnesses for the manufacturers were 
officers of the signatory and other companies, represen- 
tatives of appraisal companies, hydraulic engineers and 
other technical experts, pulp wood operators, account- 
ants, etc. Among the publishers' witnesses were several 
of the larger publishers, efficiency and technical experts, 
economists, and woodsmen. The Commission's witnesses 
included the paper expert of the Bureau of Standards, 
the Chief Forester of the United States Forest Service, 
the Chief Engineer of the Ontario Hydroelectric Com- 
mission, the General Manager of the Anglo-Newfound- 
land Development Company, paper mill engineers, 
several of its own agents who had investigated pulp- 
wood costs, and the accountants who had obtained the 
cost of manufacture at the mills. The smaller publishers 
presented evidence regarding the differential that 
should be allowed for sheet newsprint, and the paper 
merchants presented evidence regarding the margin of 
profit that should be allowed on the resale of paper in 
large and small lots. Unfortunately this valuable 
stenographic record was too voluminous to be printed; 
but being a public document it is accessible to those 
interested. In the last analysis the question of price 
sifted down practically to three fundamental proposi- 
tions: (1) cost of manufacture, (2) investment in the 
business and (3) rate of profit that should be allowed on 
investment. It is the purpose of this review to discuss 
these propositions. In addition to the question of price 
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there was the question of terms of contract, which in- 
volved a consideration of title, and the specifications for 
weight of paper, moisture content, and other technical 
matters. 



IV. Cost of Manufacture 

From the beginning of the proceedings it was realized 
that cost of manufacture would be the basis for fixing 
prices. The Commission tried to obtain accurate cost 
figures by sending out schedules, but when this failed 
a firm of accountants was employed to make a thoro 
examination of the records of the companies. The 
manufacturers also employed a firm of accountants to 
prepare cost statements for them. The two accounting 
firms then compared the figures acquired independently 
and agreed upon the principles that should apply in 
making up the cost reports for the record. This greatly 
reduced the size of the record and the time required 
for the examination and cross-examination of the ac- 
countants. The publishers, not being in a position to 
furnish cost figures, confined their efforts mainly to 
pointing out by cross-examination of witnesses the 
significance from their standpoint of the figures put in 
evidence. 

The accounting principles agreed upon and adopted 
by the accountants may be briefly summarized as 
follows. 1. All intercompany or interdepartmental 
rentals and profits or losses should be eliminated — in 
other words that there should be a consolidated cost 
statement covering the total newsprint operations of 
each company regardless of how conducted. 2. Interest 
on investment as well as income and excess profit taxes 
should be excluded from cost. 3. Replacements and 
new construction should be treated as capital charges 
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and excluded from costs. 4. The following stumpage 
charges should be allowed in the cost of pulp wood: 
(a) For wood cut on crown lands by Canadian com- 
panies $2.00 a cord, (b) For wood cut on own lands 
$2.40 per cord for the International Paper Company, and 
from $1.88 to $1.96 per cord for the Minnesota and 
Ontario Power Company. 5. A depreciation charge 
should be allowed in costs, based on a rate of 5 per cent 
on the investment in depreciable property and amount- 
ing to about $3.20 per ton of newsprint paper. 6. That 
general and administrative expenses should be distrib- 
uted, as far as possible, over the various products manu- 
factured, according to the cost of manufacture and not 
according to tonnage. 

It was necessary for the larger companies to make a 
consolidated cost statement because they conducted 
some of their operations through subsidiaries and trans- 
ferred wood and pulp from one company or department 
to another at arbitrary figures which usually contained 
some profit. The International Paper Company, for 
instance, operated five woodland subsidiaries, two news- 
print manufacturing subsidiaries, and various other 
minor subsidiaries, and transferred pulp from one mill 
to another quite extensively. The efimination of inter- 
company and transfer profits and the elimination of 
replacements and new construction from the costs of 
this company resulted in a reduction of about $8.00 per 
ton in the actual cost of manufacture; the elimination 
of bond interest resulted in a further reduction in the 
costs as shown by their books. Thus while the company 
claimed a profit on newsprint of about $7.50 per ton for 
the year 1917 the revised figures showed an actual profit 
of about $16.50 per ton. 1 

1 The profit or net income shown by the accountant's reports is what is left after 
deducting all expenses incurred in connection with the manufacture and sale of news- 
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The stumpage charges on pulp wood cut from owned 
woodlands and crown land limits were included by 
the accountants in their costs because the value of 
woodlands could not be determined with any degree of 
certainty without a very extensive and costly investiga- 
tion. It had therefore to be eliminated from the total 
investment in the business. The method adopted by 
the accountants in a similar proceeding in Canada was 
followed in this respect. 

Counsel for the manufacturers contended that pulp 
wood, regardless of how obtained, should be charged into 
cost at the market price. They sought by the testimony 
of a considerable number of lumber men to establish 
what the market price was in Canada and in the United 
States. On the basis of this testimony they demanded a 
stumpage charge of $4.00 a cord for the United States 
companies and $3.00 a cord for the Canadian companies. 
In the case of the United States companies which had 
purchased their wood lands the justice of including a 
stumpage charge in the wood costs was generally ad- 
mitted. There was, however, some difference of opinion 
as to what this charge should be. The publishers in- 
sisted that it should only be sufficient to amortize the 
original investment and carrying charges of woodlands 
which they had purchased. 

The Canadian companies obtained their pulp wood 
from crown lands at from 40 to 63 cents per cord as cut. 
The publishers objected to the $2.00 stumpage charge 
which the accountants included in their costs on the 
ground that the rights to cut crown land wood granted 
by the Canadian government cost the manufacturers 
nothing and therefore there was no investment to amor- 
tize. This objection was sustained by the Circuit 

print paper but before deducting income and excess profit taxes, reserves for contin- 
gencies, interest on bonds, dividends 
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Judges, who in reviewing the Commission's findings 
ehminated the $2.00 charge from the costs of the Cana- 
dian companies before computing an average cost. But 
in the case of the two United States companies they 
stated that $2.00 a cord was less than the market rate, 
indicating that this was not an unreasonable stumpage 
charge to include in their costs. 

The depreciation charge allowed by the accountants, 
based on a rate of 5 per cent on the investment in de- 
preciable property, was converted to a tonnage basis in 
order to make it uniform. It amounted to $1.00 a ton 
on ground wood pulp, $2.00 a ton on sulphite pulp and 
$2.00 a ton on paper, making a total of about $3.20 a 
ton if applied entirely to the finished product of a com- 
pletely integrated mill. Counsel for the publishers made 
no serious objection to this charge, but pointed out that 
if one of the companies had depreciated its properties 
continuously at this rate some of its mills, which were 
from twenty to forty years old, would have been en- 
tirely written off the books by the year 1918. 

Altho costs were presented for each month of 1917, 
the determining costs in fixing prices were those for 
January, February, and March, 1918, the three months 
immediately preceding the effective date of the new 
prices. As a starting point the Commission figured the 
average costs of each of the companies for these three 
months. They, however, first made an allowance of 
25 per cent for the cost of new wood — the 1917-18 cut 
— in the case of two of the largest companies whose 
record showed that they would be on practically a new 
wood basis beginning April 1, 1918, when the new prices 
became effective. Having made this adjustment the 
Commission found that the costs of the several com- 
panies ranged from about $46.00 a ton for the lowest 
to about $62.00 a ton for the highest. The highest cost 
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company, however, was small and not representative 
and was therefore excluded both by the Commission 
and later by the Circuit Judges from their computa- 
tions. But the variation in cost after excluding this 
company and allowing for the increased wood cost still 
amounted to more than $10.00 a ton, making the adop- 
tion of an average cost for all companies unsatisfactory 
as a basis for fixing a price. The Commission therefore 
decided to base the price on the costs of the two large 
high cost United States companies, whose combined out- 
put equaled nearly half of the total tonnage involved. 
They believed that this method would be fairer and 
would also avoid some of the difficulties involved in the 
average method. The court, however, in reviewing the 
case computed an average cost of $50.25 per ton for 
eight companies as a basis of price, after excluding the 
stumpage charge of $2.00 a cord on crown land wood 
and apparently including an allowance for increased 
wood costs after April 1. The average method was 
also employed by Commissioner Pringle in fixing the 
price in Canada, altho objected to by counsel for the 
manufacturers as unfair to the high cost companies. 
In fact the Canadian price fixed by this method allowed 
very little profit to several of the highest cost mills. 

V. Investment 

The determination of what was a fair investment in 
the business was undoubtedly the most difficult prob- 
lem encountered in the proceeding. This was due not 
only to the lack of accurate data on the cost of con- 
struction and value of plants but also because of the 
conflicting views of counsel as to the principles that 
should apply. On account of consolidations and reor- 
ganizations which had occurred the actual cost of con- 
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structing a mill could not be obtained, except in the 
case of two or three Canadian companies. 

Counsel for the manufacturers contended that while 
the manufacture of newsprint paper was not a public 
utility or even vested with a public interest, the prin- 
ciples established by courts and commissions in rate 
making, taxation and condemnation cases should apply 
in determining what was a fair investment in the news- 
print mills. They argued, therefore, that they were 
entitled to a just and reasonable rate of return upon the 
value of the property at the time of its use. In deter- 
mining the value of plant and equipment they contended 
that the reproduction value new as shown by appraisals 
and not the original cost of construction was the correct 
investment basis. 

Counsel for the publishers took the opposite view and 
denied that principles established by the courts in public 
utility cases had any application whatever to the deter- 
mination of investment in a competitive industry such 
as this. They also pointed out the apparent inconsist- 
ency in the argument of the manufacturers that public 
utility principles should apply in determining invest- 
ment but should not apply in determining what was a 
fair rate of profit on investment for the newsprint mills. 

The burden of proof as regards investment rested with 
the manufacturers and they supplied figures showing 
the appraisal value of some mills, the book value of 
others, and in two or three cases the actual cost of con- 
struction. On the basis of these figures they claimed 
that a fair valuation for plant and equipment was at 
least $25,000 per ton of daily capacity, to which, follow- 
ing public utility decisions, there should be added 10 or 
15 per cent for going value and something for water 
rights, and also from $10,000 to $12,000 per ton of daily 
capacity for working capital. In their brief filed with 



324 QUARTERLY JOURNAL OF ECONOMICS 

the Circuit Judges * counsel for the manufacturers gave 
the following summary of their claims: 

We conclude our discussion of this phase of the evidence by stat- 
ing that we are amply justified in claiming that we have proven 
with reasonable certainty that the value of the average investment 
of the parties to this inquiry, upon which they are entitled to a just 
and reasonable rate of return, is as follows: 

Per daily ton capacity 

Newsprint paper plant and water power develop- 
ment $27,500 

Going value 4,675 

Working capital 12,000 

Total $44,175 

The publishers contended that the appraisals offered 
by the manufacturers were made at inflated war prices 
and that the actual cost of investment for plant and 
equipment was not over $18,000 per ton of daily capac- 
ity, on the average, to which should be added about 
$6,000 for working capital. They opposed the addition 
of anything for going value and water rights, so that the 
fair investment figure from their standpoint was about 
$24,000 per ton of daily capacity. In their brief before 
the Court, counsel for the publishers failed to explain 
their position on this point. 

The Commission, apparently, was not greatly im- 
pressed by the legal argument of counsel for the manu- 
facturers in support of the application of public utility 
principles to this case, for in its award it rejected the 
proposition of adding 10 or 15 per cent to the invest- 
ment for going value, but failed to indicate what invest- 
ment figure it took or to establish clearly what principles 
it adopted. The Circuit Judges in their award upheld 
the manufacturers completely, ruling that in this case 

1 Before the United States Circuit Judges for the Second Circuit in the matter of the 
inquiry to determine the Selling Price of Newsprint Paper, etc. Brief for the Manu- 
facturers, p. 59. 
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the principles laid down in public utility cases should 
apply as far as possible, and setting up as a proper in- 
vestment basis $25,000 for plant and equipment, $2,500 
(10 per cent) for going value and $12,000 for work- 
ing capital, making a total of $39,500 per ton of daily 
capacity. 

VI. Rate op Profit on Investment 

The positions taken by the manufacturers and pub- 
lishers with respect to what was a fair rate of profit on 
the investment were as divergent as in the case of the 
investment itself. Witnesses produced by the manu- 
facturers testified that from 12 to 20 per cent was a 
fair return for industrial enterprises and considering 
the hazards of the newsprint industry 20 per cent was a 
reasonable profit. Witnesses produced by the pub- 
lishers on the other hand recommended 8 or 10 per cent 
as being a liberal return on investment for a business of 
this character. On the basis of an investment of $40,- 
000 per ton of daily capacity the 20 per cent profit 
demanded by the manufacturers required the addition 
of $26.67 to the costs, making a price of at least $80.00 
a ton, while the investment and profits proposed by 
the publishers justified a price of from $50 to $55 a ton. 

The Commission in arriving at what was a fair rate 
of profit sought to avoid the two extremes but was 
strongly impressed with the fact brought out in the 
course of previous investigations that none of the manu- 
facturers, parties to the agreement, prior to 1917 had 
ever earned as much as $10.00 a ton profit. 1 The Circuit 
Judges in reviewing the case adopted the rate of 15 per 
cent as fair and reasonable, and on this basis added 
$19.75 a ton profit to the average cost of $50.25, which 

1 See Commission's Supplemental Findings m the matter of the Selling Price of 
Newsprint Paper, October 19, 1918, p 3 
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they had computed; making a total of $70.00 a ton or 
$3.50 per 100 lbs. as a fair price. This rate, while liberal, 
could not be regarded as excessive, but figured on the 
high investment basis adopted by the Court, it pro- 
duced a profit per ton almost double that which any 
of the companies earned during the years 1913-16 in- 
clusive, and larger than that earned by any of the 
companies for the year 1917, which was one of unpre- 
cedented prosperity for the newsprint industry. In 
fact, the range of profits per ton for this year was from 
$9.50 to $19.43 with an average for the eight companies 
of about $14.50, or about $5.00 a ton less than the 
Court's figure. 

VII. Results op Price Fixing 

The Commission in its award rejected legal theories 
and undertook to apply economic principles. The 
Circuit Judges, however, arrived at their award by a 
curious mixture of legal and economic reasoning. They 
regarded the newsprint industry as a public utility in 
determining investment, but recognized that they were 
dealing with a competitive industry in fixing the rate of 
profit on investment. They stood for the appraised 
value of plant and equipment in determining invest- 
ment, but would not allow the market price of pulp 
wood to be used in determining the cost of pulp and 
paper. 

The Commission based its price upon the costs of the 
two large marginal mills whose product was essential. 
The Court used an average cost of eight companies as a 
basis, but escaped the difficulties resulting from the wide 
variation in costs by adding to it a large enough profit 
per ton to give even the two marginal mills more than 
they had previously earned. 
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The difference between the views of the Court and the 
views of the Commission with respect to investment 
undoubtedly accounts for most of the difference in the 
prices which they fixed. The Commission's attitude 
may have been influenced by the fact that it was fur- 
nishing the War Industries Board with costs, on which 
prices were fixed, for a number of important commodi- 
ties such as steel, copper, lumber, hides and leather, and 
the Chairman of the Commission was a member of the 
Committee which fixed these prices. Before this Price 
Fixing Committee, legal principles and court decisions 
found no place. Prices were fixed according to the 
deliberate judgment of a group of able men after a full 
examination of the facts. 1 

The Circuit Judges, however, were not influenced by 
the government policy with respect to price fixing during 
the war. In dealing with this as a public utility case, in 
so far as the question of investment was concerned, they 
arrived at a price which seemed incompatible with the 
circumstances giving rise to the proceeding and which 
yielded profits quite in excess of those previously ob- 
tained in the industry. 

The outcome of the case may be regarded as a com- 
plete victory for the manufacturers. They escaped trial 
for the violation of the Sherman Law by signing the 
agreement with the Attorney General, and succeeded in 
getting a price for their product at least as high if not 
higher than they would have obtained if there had been 
no proceeding of any kind. One of the companies which 
obtained for the year 1918 an average price of about 
$3.50 per 100 pounds was willing to contract and did 
make a number of annual contracts at the beginning of 
the year for $3.15. Furthermore, the maximum price of 

1 See F W Taussig, " Price-Fixing as seen by a Price-Fixer," Quarterly Journal of 
Economics, vol xxxm, p 205 
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$3.75| fixed by the Commission as of July 1, 1918 rep- 
resented about the market at the end of the year when 
the annual contracts for 1919 were made. In fact some 
of the Canadian manufacturers, parties to the agree- 
ment, offered contracts for the year 1919 at less than this 
price. 

Viewed from the standpoint of the public the results 
obtained in this proceeding hardly seem commensurate 
with the expense of several hundred thousand dollars 
to which the publishers, manufacturers, and govern- 
ment were put. It is now generally recognized that the 
long fight between the publishers and paper manu- 
facturers has worked a positive injury to both. Govern- 
ment investigations and price fixing during the war 
undoubtedly tended to discourage and retard the expan- 
sion of the industry. This was particularly true of the 
prices fixed by the Canadian government, which were 
somewhat lower than those established in the United 
States. During recent months the revival of business 
and the excess profits tax have stimulated such a volume 
of advertising and consequently such a demand for print 
paper that the capacity of existing mills has been en- 
tirely inadequate to cope with the situation. As a result 
we are now witnessing a paper shortage and famine 
prices which eclipse anything that occurred during the 
war. It is to be hoped that manufacturers and pub- 
lishers have profited by their experiences and that here- 
after they will cooperate more closely to develop and 
maintain a supply of paper adequate to the country's 
growing needs. If they do, then the long and expensive 
fight will not have been entirely without beneficial 
results. 

E. 0. Merchant. 

Chicago, III. 



